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The IAS STUDENT
Particularly in the field of adult education, a school
is dependent for its good name upon the accomplish
ments of its students.
• We are proud of the continuing success of thousands
of IAS students both in business and in public account
ing practice. The chief purpose of this message is to
acknowledge their achievements* with respect and
appreciation.

• IAS students in general are exceptionally well quali
fied to pursue effectively a study program designed for
adult education. They are mature; a recent survey
showed an age range of 18 to 59, an average of
31 years. Most are married and hold responsible
office jobs.
• Many are college graduates; 7,675 college graduates
enrolled with IAS during the five years 1950-54.

• The very fact that a man has completed a compre
hensive home study course indicates ambition, selfreliance, willingness to work hard, and self-discipline.
Sincerity of purpose is clearly demonstrated in that
each student pays his own fee.
• Qualities like these are not common today. That
IAS men and women students possess them to a marked
degree helps to explain why so many of our former
students are found among the leading accountants
throughout the United States and Canada.
*For one example, more than 2,100 of those who passed CPA
examinations during the five years 1950-54 had obtained all
or a part of their accounting training from IAS.
The school’s 24-page catalogue
is available free upon request.
Address your card or letter to
the Secretary, IAS.
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Since 1903
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EDITORIAL
ter, ASWA, and Indiana Association of
CPA’s. B.S. from Indiana University.
Yolande L. Selik, 1016 Biarritz Drive,
Miami Beach 41, Florida. Employed by
Spear, Sheldon & Company. Member of the
Accounting Society of Miami, American In
stitute of Accountants, and the Florida In
stitute of CPA’s. BBA from the University
of Miami.
Elva O. Simon, 1625 Dover Center Road,
Westlake, Ohio. Employed by Alar Products,
Inc. Member of Cleveland Chapter of ASWA,
Ohio Society of CPA’s. Studied at Univer
sity of Pittsburgh and Cleveland College
Division of Western Reserve University.
Selma Irene Starns, 1026 S. E. Oak, Port
land 14, Oregon. Employed by Pope & Lo
back. Member of Beta Alpha Psi, Phi Chi
Theta, and Beta Gamma Sigma. BBA from
the University of Oregon.
*
*
*

AWSCPA AWARD
Our congratulations to the chapters who
worked so hard this past year. Orchids to
the top four chapters: Atlanta, 5,603 points;
Los Angeles, 5,330 points; Grand Rapids,
5,007 points; and Houston, 4,690 points.

NEW AWSCPA MEMBERS
Marguerite Baumann, 1206 Lebanon
Street, Silver Spring, Maryland. Employed
by Oshinsky and Cohen. Member of Dis
trict of Columbia Institute of CPA’s and
the District of Columbia Chapter of ASWA.
Studied accounting at Strayer College of
Accountancy, Columbia University, and
Queens College.
Elizabeth Gene Curzon, 617 West Univer
sity, Champaign, Illinois. Self-employed.
Studied accounting with I.A.S. and at the
University of Illinois. A.B. and M.B. from
University of Illinois.
Bernardine Coles Gines, 187-16 Keeseville
Ave., Hollis 12, New York. Employed by
The Longacre Press, Inc. Member of the
New York State Society of CPA’s and the
American Institute of Accountants. Received
B.S. from Virginia State College and M.B.A.
from New York University.
Jeannette Holloway, 4018 Lowman, Cor
pus Christi, Texas. Employed by F. William
Carr. Member of Texas Society of CPA’s
and the American Institute of Accountants.
Studied at Baylor University. BBA from
the University of Corpus Christi.
Jeanette McKinney, 501 N. W. 47th
Street, Oklahoma City, Oklahoma. Employed
by Early & Smith, CPA’s. Member of
Oklahoma Society of CPA’s and the Ameri
can Institute of Accountants. Studied at
I. A. S. and Draughon’s Business College.
Drusilla Overbeck, 1809 E. Chandler,
Evansville, Indiana. Employed by Vautrot,
Pickett & Co. Member of Evansville Chap

Women of the Month
Mrs. Beth Thompson. Elected head of
the Dade County Chapter of the Florida
Institute of Certified Public Accountants,
she becomes the first woman president of
a state society chapter.
Mary Louise Foust. Democratic nominee
for Kentucky State Auditor.
• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
American Woman’s Society
of Certified Public Accountants
and
American Society of Women Accountants
327 So. LaSalle Street, Chicago 4, Illinois
Subscription Price—$1.00 Annually

Copyright, 19SS, by American Woman’s Society of Certified Public Accountants.
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NEW RETAIL EXPENSE CLASSIFICATIONS
By D. KENNETH HOWARD, Ass’t Secretary and Ass’t Treasurer,
Julius Garfinckel Co., Washington, D.C.

The needs of management for timely, ac
curate statements in the light of changing
business conditions have brought many
changes in accounting methods in all in
dustries. Most accountants are familiar with
the major change in inventory accounting in
the retail business; from the old method of
reducing each item to cost by translating the
old code cost to the present “retail inventory
method”.
Less familiar to accountants is the change
in methods of accounting for expenses in
the retail field. Prior to 1918, each retailer
set up his own expense classifications. The
lack of standard classifications made it al
most impossible for retailers to find a com
parable basis upon which to check their
expense items with other retailers. In 1918,
the National Retail Dry Goods Association
came out with the New Expense Manual,
which was adopted generally by retailers.
Their figures began to be more comparable.
There were no major changes in the original
code, although a revised manual was issued
in 1950, and some revisions were made from
time to time.
In November, 1954, a new manual was
published doing away with the old codes as
to functional divisions and setting up new
codes under expense centers. In order to
understand the scope of these changes we
will examine first the old code, then the new.
The first break down of expenses under
the 1918 manual was by functional divisions,
each division given a number as follows:

50 Buying

60 Selling

The same expenses were further broken
down by natural divisions and also given
a number to denote the natural classification
as follows:
01—Payroll
02—Real Estate costs
03—Publicity
04—Taxes
05—Imputed Interest
06—Supplies
07—Services purchased
08—Unclassified
09—Travel
10—Communications
11—Repairs
12—Insurance
13—Depreciation
14—Professional services
These general natural divisions were fur
ther broken down into sub-functions, for
example: 03—Publicity is broken down as
follows:
01—Newspaper
02—Programs and periodicals
05—Style shows
07—Radio and television
In this manner an item of expense for a
style show would be coded: 43-03-05.
Under the new manual published in 1954,
four groups were set up according to the
volume of business done by the retail or
ganization. Group A, or the smallest stores,
would use the least number of expense cen
ters, using only the new natural divisions.
These 17 natural divisions are used by
each group:
01—Payroll
02—Property retail

(21 Executive
(22 Accounting
(23 Accounts receiv
20 Administrative
able and credits
(24 Superintending
(25 General Store

30 Occupancy

(31 Operating and
Housekeeping
(32 Fixed plant and
equipment
(33 Light, heat &
power

40 Publicity

(42 Sales Promotion
(43 Newspaper &
general
(44 Direct mail
(45 Display

(52 Merchandise
managers &
buyers
(53 Domestic and
foreign buying
office
(54 Receiving &
marking
(61 Compensation of
sales persons
(62 General selling
(63 Delivery
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03—Advertising
04—Taxes
05—Imputed Interest
06—Supplies
07—Services purchased
08—Unclassified
09—Travel
10—Communications
11—Pensions
12—Insurance
13—Depreciation
14—Professional Services
15—Donations
16—Loss from bad debts
17—Equipment rental
Group B, or stores having a volume of
from five to ten million dollars, would make
use of the following 14 expense centers in
addition to the natural divisions.
110—General Management
120—Real Estate Costs
130—Furniture and equipment costs
140—Other fixed and policy expense
200—Control and accounting
300—Accounts receivable and credits
400—Sales promotion
500—Superintending and building
operations
610—Personnel
620—Employment welfare
630—Supplementary benefits
700—Material handling
800—Direct and general selling
900—Merchandising
Group C, or stores having a volume of
from ten to twenty million dollars, in addi
tion to the natural divisions, fans out the
expense centers to thirty-six in order to give
a finer breakdown or subdivision.
Group D, or stores doing over twenty
million dollars, has the natural divisions and
seventy-one expense centers, which are a
further fan out of the ones used in Group C.
From the items I have mentioned, I am
sure you see the difference between the
use of the functional divisions and the ex
pense centers. However, the differences do
not stop here. There are several changes
in the charges in the natural divisions. Let
us name a few of them.
Payroll account. Sick leaves and vacations
were charged to the department in which
the employee worked. They are now charged
to supplemental benefits.
Tax account. Payroll taxes were charged
to administrative expense, now they are
charged to supplemental benefits.
Unclassified account. Rental or office ma

chines and delivery department was charged
to the department in which the machine
was used. It is now charged to equipment
rental. Bad debts have been taken out of
unclassified expense and made a separate
account under the natural divisions. Dona
tions, previously in unclassified are now in
a separate natural division. Supper money is
now under supplemental benefits. Garage
rent is now under property rental.
Administrative expense. Superintendency,
including welfare, music and employee
parties, previously charged to administra
tive expense is now charged to supplemental
benefits.
The old repair account has been elimi
nated. When repairs are made by our own
employees the salary is charged to the pay
roll account, the materials to supplies. If
the repairs are made by an outside con
tractor they are charged to services pur
chased.
Collection costs, Credit Bureau reports,
employment reports and expenses of the
domestic and foreign buying offices, pre
viously charged to professional services, are
now charged to services purchased.
The other items in the natural divisions
remain substantially the same as they were
under the old divisions.
The main purpose of changing from the
old functional divisions to the new expense
centers was to promote production unit
accounting.
The three principal factors in production
unit accounting are: Work load, produc
tivity, and effective pay rate. The National
Dry Goods Association defines them as
follows:
The amount of work that is done is called
—“work load.”
The speed with which it can be done is
called—“productivity.”
The cost of labor for doing it is called,
—“effective rate.”
The production unit is one hundred. The
formula used in production unit accounting
is
Work load plus productivity equals hours
worked
Hours worked times pay rate equals pay
roll expense
The formula may be used in accounts pay
able, cash office, sales audit, accounts re
ceivable and credits, receiving and marking,
delivery.
Use of the same formula and the same
classifications by all stores gives manage
ment a much clearer picture of their own
operation in comparison with other retail
organizations.
5

WHERE HAS IT COME FROM AND WHERE
WILL IT GO-THE "SACRED COW"
OF HISTORICAL COSTS?
By CATHERINE E. MILES, Ph.D., M.S., B.S., Atlanta Chapter, ASWA

established procedures and practices until
more acceptable methods can be established.
Many articles have been written since
1940 regarding the alleged fallacy of not
making adjustments for price level changes.
The charge has often been made that the
ultra-conservative accountant is entirely
unaware of price level changes and goes
merrily along his way using historical
costs data and thereby producing a hodge
podge balance sheet and statement of in
come and expenses. The idea of making
adjustments for changes in the price level
is not entirely new. During and after World
War I, there was a period of great pros
perity when businesses were faced with a
problem similar to the one today. In many
cases, assets were written-up to conform to
appraisal values. Accountants generally,
however, did not accept this as good account
ing procedure as it did not conform to the
principle of conservatism. After the 1920’s
came the great depression of the 1930’s and
business and accountants were faced with
the problem of having assets on the books
at highly overvalued amounts per appraisal
values. Accountants were not as reluctant
to write down assets, though, as they had
been to write up assets a short time before,
as the write-down was considered a conser
vative gesture.
With the outbreak of World War II and
general price increases of the 1940’s, ac
countants were again faced with the prob
lem of asset valuations and, of course, the
repercussions on the profit and loss state
ment. What should be done? Keep up the
practice of “up-we-go, down-we-go,” stick
strictly to a cost basis, or find some more
satisfactory way?
Even though the price level adjustment
idea is not a new one, more interest has
been placed on it in the last few years than
in the 1920’s and 1930’s. Several factors
have contributed to this impetus:
(1) Increased interest in the statement
of income and expense For many years
the most important statement rendered
management and stockholders was the bal
ance sheet. Gradually a change has taken
(Continued on page 7)

Accounting writers have referred to
“sacred cows” in accounting on several oc
casions. The idea, of course, is an interpre
tation of a Hindu religious belief. The
interpretation: cows are “sacred”, it is a
sacrilege to kill one. The same type of rea
soning has been applied to certain account
ing practices and procedures — it is a
sacrilege to kill (by changing) one of them.
It might be interesting to go behind the
“interpretations” and see what caused some
of the beliefs.
In India, the cow has been allowed many
privileges, primarily because of economic
differences. It is difficult for an American
to realize the great value of a cow to an
Indian family—that is, a live one not a
dead one. It serves as a beast of burden;
a means of transportation; a source of fuel
for cooking and heating; a provider of a
basic construction material; and also, as
a milk supply for the family. As long
as the cow is alive, the family can live much
better and for a longer period of time than
they could if they killed the animal and had
one big feast.
Perhaps we can refer to the Indian cow
as “sacred” then, but the reason arises from
necessity rather than blind faith. Perhaps
some accountants have been right, too, in
referring to the “sacred cows” of account
ing, for have not accounting practices and
procedures been governed by need rather
than blind faith? This does not mean that
accounting is or has been static. In fact,
just the opposite is true since accounting
must change to meet the needs of a dynamic
economy.
The accounting practice of using histor
ical costs has been regarded by accountants
generally as “sacred” because of the neces
sity of keeping records based on objective
facts rather than subjective expectations.
If there is a demand for a change, and a
satisfactory method can be found for chang
ing, accountants should not be blind to the
fact that their work is based on need and
not on inherited practices and procedures.
Just as the Indians see the need of keeping
cows alive, accountants generally see the
desirability of conforming to certain well
6

COST ACCOUNTING AT GERBER'S
By HART ANWAY, Comptroller, Gerber Products Co.
Cost accounting in use by the Gerber
Products Company does not differ from the
fundamental principles of cost accounting,
but does, perhaps, have some peculiar ap
plications of its own which differ from the
general run of cost accounting systems.
One of the peculiarities of the Gerber
Cost Accounting system is that the general
ledger account classification includes “Ac
cumulated Pack Cost” accounts. These ac
counts are general ledger control accounts
and receive the total charges for materials,
direct labor and overhead charged to cost
of products produced. An “Accumulated
Pack Cost” account is carried in the cost
of sales section of the general ledger for
each “line” of products. A “line” of products
consists of those items packed in the same
type and size container and sold at the
same price. Detail pack cost reports are
prepared for each item in the “line”. The
totals of these detail pack costs are in agree
ment with their related “Accumulated Pack
Cost” control account at all times. These de
tail pack cost reports are the “cost ledger”
as well as cost reports, and furnish the nec
essary cost data used in the determination
of finished inventory valuations.
Finished goods inventory valuations are
computed monthly and are carried only on
the books of the home office. Differences be
tween the beginning and ending of period
finished goods inventories are charged to
cost of sales accounts established for that
purpose in the home office books. Thus cost
of sales for statement purposes is deter
mined by the total balances of “Cost of
Sales” (representing beginning less ending
inventory) and “Accumulated Pack Cost”
accounts. We do have other cost of sales
accounts to isolate certain charges, but an
explanation, herein, would only confuse the
general picture of our cost system.
Production cost at Gerber’s is on an
actual cost basis with distribution to prod
ucts sometimes on a direct charge basis and
sometimes on a departmental processing ba
sis. For example, materials and labor ap
plicable to a single product are charged to
that product, but materials and labor ap
plicable to a common process and more than
one product are charged first to that com
mon process and then allocated to the in
dividual products on the basis of units
produced and contents per unit produced

where applicable. Indirect production ex
penses are applied to production cost on a
unit basis with the same rate applied to all
products within the same “line” or products.
Production material cost charged directly
to products produced includes purchased
cost, plus transportation, plus certain stor
age charges. In general, such storage
charges are those comparable to amounts
which would be included in the material pur
chase price had such materials been pur
chased after storage by vendors, instead of
storage in Gerber’s own cold storage ware
houses.
Our cost system is actual rather than
standard because: (1) there is considerable
variation in the yield of raw materials of
vegetables and fruits; and (2), while quan
tities of certain raw materials are delivered
under contract prices, considerable quan
tities of vegetables and fruits are pur
chased on the open market just prior to har
vest time and these prices may vary wide
ly within short periods of time. We do,
however, have many computed standards of
performance with which actual performance
is compared for the purpose of not letting
actual cost get out of line without knowing
the reason why.
This brief outline is only intended to con
vey the general idea of the cost system in
use by Gerber Products Company without
going into the details of operational ap
plication.
*
*
*
(Continued from page 6)
place. Now more emphasis is placed on the
statement of income and expenses. This
seems to be a natural change for corpora
tions are usually evaluated as going con
cerns with unlimited life and the investing
public is more interested in what the com
pany is making (its net profit figure) than
it is in total assets of the corporation.
(2) Desire for lower taxes A theory
has been promulgated that sales on an in
come statement are shown at current price
level figures but the write-off for depreci
ation based on historical cost (in the 1930’s
for example) may be at a figure that is much
below the current price level, thus causing
the company to over-state its profit. There
fore the company is forced to pay taxes on
more than its actual earnings.
(3)
Accelerated depreciation There is
7

income plus (or minus) profit (or loss) due
to changes in the price level?
There is also another approach to the
problem. The statement has often been
made that the income of a company can not
be measured accurately on an annual basis
but can be determined only upon termina
tion of the business. Then, looking back,
computation of the company’s earnings can
be made. If this is the correct approach,
should annual income reported in the state
ments be adjusted for price level changes?
The ideas noted above are not intended
to represent answers to the problem but
only to raise questions for further thought.
However, at least two means (with varia
tions) have been suggested for adjusting
accounting figures for price level changes:
(1) Index Numbers The use of index
numbers to adjust for price level variations
has been discussed in many articles lately.
Those who favor the use of index numbers
say that statements adjusted thereby are
more meaningful as there is a better match
ing of current cost and current revenue
with a more realistic net income figure.
Some of the objections to the use of index
numbers are as follows:
(a) Lack of general agreement on the
type of index number to be used
(b) A statistical index number may be
representative of the whole but not
representative of each member of
the sample
(c) Adjustments for small changes are
ineffective
(d) As the time period is extended, ad
justment tends to be less accurate
(e) Use of index numbers may confuse
the results of the skill of managerial
decisions with general price move
ments
(2) Use of Replacement Cost of Specific
Types of Assets This method was discussed
very aptly in the American Accounting As
sociation’s Supplementary Statement No. 2.
Such adjustments might be very desirable
from a managerial standpoint but highly
questionable by accountants because of the
lack of objective data. The practice of
using objective data for recording business
transactions is, perhaps, another “sacred
cow” in accounting but if there is deviation
from this practice, at what point will the
recording of subjective data stop?
Probably each person in accounting has
his own ideas on the solution to the problem.
Here is another one: Is it possible that we
are keeping our records satisfactorily but
(Continued on page 9)

an old saying that “You can’t have your cake
and eat it too,” but some companies have
attempted to do that by using accelerated
depreciation during the recent war period
and then later, even though the asset had
been fully depreciated, wanted to put the
asset back on the books at an appraised
value. Companies desiring to do this have
said that profits in future accounting per
iods will be over-stated because of lack of
depreciation charges.
(4) Net income: a matter of public inter
est Once, the owner was the only one direct
ly interested in the profit figures of a bus
iness. Now many businesses have grown and
become so complex that various groups are
directly interested in profit figures. Cred
itors, prospective investors, and labor, as
well as management and stockholders, are
all directly concerned with “net profit.” The
interest of one group may be satisfied by
writing off costs based on historical data
but another group may clamor for adjust
ments to costs based on the current price
level.
(5) Constant upward trend in price level
Many people are optimistic enough to think
that there will never be another major eco
nomic depression. They, therefore, insist
that assets should not be left on the books
at the absurdly low figures shown by using
historical costs when a company has total
assets much above the amount shown, ac
cording to current appraisal values.
(6) Managements’ need for economic
data Accountants are now being called
upon to furnish owners and management
with essential economic data. Statements
and reports ordinarily prepared based on
historical costs have been said to lack eco
nomic reality as no provisions have been
made for price level changes or fluctuations
in the monetary system.
Current Problem

The problem at present seems to be:
Should accounting statements be adjusted
for price level changes ? If so, how are they
to be adjusted?
Accrual accounting places great emphasis
on the matching of current costs and current
revenues. Without some adjustments for
price level changes, does the income state
ment show a matching of current costs and
current revenues or is there often a match
ing of cost allocations of prior periods with
revenues of current periods? If the latter
is true, does the “net income” figure actu
ally represent income received by the com
pany or does it represent a combination of
8

TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
A recent article on the valuation of future
interests for estate and gift tax purposes
draws an analogy between the mathematical
computation of the odds in a game of chance
and that which is used to determine the
value of a future interest such as a rever
sion or remainder of an estate for years
or life.
It is interesting to pursue the reasoning
on which valuation theory is based. There
are two considerations—chance and dis
count. Let us explore the avenue of chance.
Example 1—Suppose X bets Y that Y
can’t throw two heads in succession. What
odds should Y get ? There are four different
ways two coins can be tossed in succession:
head-head, head-tail, tail-head, and tail-tail.
Only the first one wins for Y. Y has one
chance in four, then, so Y should get odds
of 3 to 1. If X puts up $3.00 and Y puts
up $1.00, Y’s expectation is ^4 x 4, or $1.00.
Y pays a dollar for a right worth a dollar.
Y figures the worth of his expectation by
multiplying together the amount he can win
and the chance he will win. The fraction
he uses to express his chance of winning
is made up as follows:

Winning chances plus losing chances equal
total number of ways it can happen.
Another interesting examination of the
theory of valuations is discussed in a recent
Prentice-Hall publication as it applies to the
valuation of a savings in costs and taxes in
terms of sales equivalents. For example,
the article assumes a profit margin on sales
of 20% and notes that a tax saving of
$1,000 at the 52% corporate rate will net
as much as an increase in sales of $10,417.
A cost saving of $1,000 is equal to a sales
increase of $5,000. To get the equivalent
in sales (or other trade or business receipts)
of a cost saving of any amount, the follow
ing formula applies:
Sales Value = Cost Saving ÷ %
Profit Margin
The sales value of an employee’s sug
estion that saves $5,200 a year, if the profit
margin is 9.7%, would be $53,608—$5,200
divided by 9.7%.
To get the equivalent in sales of a tax
saving of any amount, use the following
formula:
Sales value =
Tax Saving ÷ (1 minus % Tax Rate)
% Profit Margin
A tax saving of $5,200 with a profit mar
gin of 9.7% and a tax rate of 52% results
in a sales equivalent of $111,684.*
*
*
*

Number of ways to win

Total number of ways it can happen
Example 2—What are the odds there is
a “7” in the first two numbers on your
license plate? The total number of possi
bilities is 100 (all the numbers from 00
through 99). There are 19 winning possi
bilities: 70 through 79; and 07, 17, 27, 37,
47, 57, 67, 87, and 97. So the chance is
expressed by the fraction 19/100.
Example 3—Suppose Mary and Jane are
joint tenants with right of survivorship in
Blackacre, worth $100,000. The chances are
3 to 1 (according to a mortality table) that
Mary will outlive Jane. What is the value
of Mary’s survivorship right? In making
this computation we must forget about the
passage of time as it comes under the “dis
count” factor. Be careful when dealing
with odds like “3 to 1” as these odds mean
3 chances out of 4 and the fraction to be
used is ¾, not 2/3. Mary’s right is worth:
$100,000 x ¾ = $75,000. Jane has only
one chance in four of being the survivor so
her right is worth $100,000 x ¼ or $25,000.

(Continued from page 8)
presenting the information in an outmoded
manner? The financial reports presented
to stockholders and the public today are
practically the same as the type used many
years ago for reporting to the “manager
owner.” Since the financial reports made
public today are not at that time being used
as reports to the “manager-owner” but as
reports to future investors, labor, stockhold
ers, and the public, surely the information
can be presented in some other form that
will be more acceptable and more enlight
ening to the parties now interested in pub
lished reports. There seems to be an open
field for the re-working of accounting state
ments to show how the company stood at the
beginning of the year, what changes have
taken place and how, and the position of the
company at the end of the period.
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THE HIGH PRICE OF EMPLOYEE DISHONESTY
By C. S. COOPER, Fidelity Manager, National Surety Corporation

On September 22, 1954, a cashier of a
loan company located in Indiana could not
get the books to balance and is now under
indictment for embezzling $82,107. She had
been head cashier for nine years. Neigh
bors said she had never showed any
signs of wealth and at the time of her arrest
she told deputies she had only $10. Her
father posted the bail for her.
Let no one think that this is an isolated
case. Embezzlements committed by both
sexes and at all ages range in amounts from
the contents of a petty cash box up to mil
lions of dollars.
The total stolen by employees has been
estimated at between $400,000,000 and
$500,000,000 annually. In an advertisement
which appeared in December one surety
company made the statement, “Embezzle
ments now cost American business over $2,000,000 a day.” Based on this figure the
annual amount would exceed $730,000,000.
Much of this is not covered by any form of
insurance. A recent survey made by a com
mittee of the Surety Association of America
indicates that only a relatively small per
centage of the total loss is covered. Another
survey made by a leading insurance company
indicates that only 5% of all businesses pur
chase any form of protection against em
ployee dishonesty.
The average amount stolen is likewise
increasing. This is shown by the claim
frequency of one company, third largest
writer of all forms of dishonesty protection.
Figures of all Surety Association member
companies—which write approximately 90%
of all bonds—would be comparable.
Everyone should be aware of the fact that
the total value in money, securities and
goods stolen by employees is increasing.
The exact total is not too important. Any
firm can be struck by employee dishonesty.
We are so accustomed to lightly tossing
large sums around that, in the abstract, the
figures which I have already mentioned may
mean little. The individual losses, when
suffered, do mean a great deal to those who
experience them. The price of employee
dishonesty is too high in three important
ways. First, business with either insuffi
cient coverage or none at all can be forced
to pay a loss out of income. If there is
nothing to balance the loss, the business

may be forced into bankruptcy. For exam
ple, a concern in Brooklyn was forced out
of business because about 30 employees were
stealing parts. Second, the price is too
high because of the effect that the dishonest
act of one employee may have on the morale
of a fine, well selected, highly trained or
ganization. There is no way to measure
the total effect on the morale and attitude
of other employees when a dishonest em
ployee is discovered amongst them. Finally,
the price is too high because of out of pocket
expense. While the initial cost for adequate
fidelity protection is nominal, any bonded
loss may mean the loss of experience credit,
which, depending on the size of the pre
mium, could run upwards of 40%. A series
of losses may mean the loss of a bonding
company and inability to get another one
readily. The cost of proving the loss, which
must be done by the employer, is another
price which is hard to measure but which
is certainly there every time an employee
steals.
Who is to blame if an employee steals?
It has been stated that only in a climate
and atmosphere of prevention does honesty
thrive. Most employees are honest. If this
were not so, bonding companies could not
write bonds for the price they are now
written for. Despite the fact that most
employees are not thieves, many are apt to
take a little now and then because they think
the business can afford it and because they
sincerely believe they will not be caught.
One student who investigated the subject
of employee dishonesty by analyzing the
cases of embezzlers confined to Joliet,
summed up his findings by saying that the
normally honest person becomes an em
bezzler when—
1.
There is pressure for extra funds
2.
The opportunity is present
The pressures on employees who steal are
many, but among men the chief pressures
are: gambling, liquor and women. Among
women real pressures arise when support
of aged parents or ill and infirm relatives
becomes heavy.
Illustrative of such pressures are the fol
lowing true stories about embezzlers. Our
company had one loss of $85,234, caused by
an employee who occupied the position of
Assistant Manager in a finance company.
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His duties were to solicit and approve per
sonal loans. Prior to going to work for the
finance company this man had been bonded
by us to a previous employer. At the time
he was originally bonded, we made an in
vestigation which proved highly satisfac
tory. We rechecked at the time he went to
work for the finance company, acquired no
derogatory information, and approved his
bond. He was approached by a gang of
bookmakers who told him they could throw
a lot of business his way. Undoubtedly,
this gang had customers who owed them
money and who could be forced to secure
personal loans in order to pay off the book
makers. However, the employee was forced
into a position of making fictitious loans.
Some payments were made on these loans,
but the usual practice was to re-finance them
for larger amounts. The loss was disclosed
by audit, whereupon the assistant manger
attempted suicide.
Last year we had a loss claim from a de
partment store in Los Angeles in the amount
of $73,000. The man involved, after his
military service, married his childhood
sweetheart. Her father, an officer of the
company which suffered the loss, gave him
his first job in the Denver, Colorado store.
He showed so much promise that he was
transferred to the main store in Los An
geles as a buyer for the notions department.
While occupying this job he conceived the
plan—not at all original—of establishing
a fictitious business for which he purported
to purchase quantities of merchandise, had
checks drawn to the business which he en
dorsed as President and deposited in a spe
cial bank account. He was so successful as
a buyer that he was made manager of a
suburban store which has a substantial vol
ume of sales. He lived moderately, had two
lovely children, was respected in the com
munity and was considered a valuable em
ployee. After assuming the position of
Manager of the branch store, he was called
to the main store and questioned about some
of the purchases of the notions department.
The following day he went to Sears Roe
buck, purchased a shot gun, drove to a hill
on the outskirts of Los Angeles, wrote a
most pathetic note to his wife and shot
himself. There is no trace of what he did
with the $73,000 he stole, but there are
numerous indications now that he was liv
ing beyond his means. Fortunately for the
employer, the amount of bond was sufficient
to cover his monetary loss.
In another case, we bonded a Vice-Presi
dent and General Manager of a naval stores
company. This individual asked his em
ployer to bond him for $25,000. Investi

gation disclosed that he had gone through
bankruptcy ten years before but there was
no evidence of dishonesty. Less than one
year later his employer discovered that
there had been manipulation of warehouse
receipts. This caused an investigation
which revealed the guilt of the bonded exec
utive. The loss amounting to $71,950 was
only partially covered by the bond. The
company is now bankrupt as a direct result
of this defalcation.
Perhaps the most fascinating case of all
is the Wilby case. In 1939, a man by the
name of Ralston was hired by an automobile
agency in San Francisco. He had a good
record, lived quietly, was a good husband
and respected in the community. One day
he resigned stating that he was moving to
San Diego to open his own automobile
agency. Several months later, an audit of
the San Francisco agency disclosed a short
age of $10,000 which had been so carefully
concealed that determination of the exact
amount was most difficult. The loss was
traced to Ralston, who was arrested, pleaded
guilty and made restitution of about $1,500.
The police investigation revealed:
1.
That Ralston’s right name was Wilby
2. That he was a much better than aver
age accountant
3.
That he was a Canadian citizen
4. That he had been found guilty of em
bezzlement in Norfolk, Virginia; de
ported to Canada; that he had left
wives in Norfolk and Canada. On
his promise to return to Canada and
stay there permanently he was given
a suspended sentence on the San
Francisco charge.
However, Wilby had a penchant for the
U. S. A. Three months later he returned to
New York, secured a job as an accountant
and married his fourth wife. This time he
had big plans. He inserted a want ad in
New York papers for an accountant. As a
result of this he secured several resumes
which gave him names and employment rec
ords. The one accountant he made every
effort to hire turned the job down because
he was enlisting in the Canadian army.
The man’s name was Hume. With the lat
ter’s dossier Wilby secured a position as
a traveling auditor with an organization
which does the buying for a large chain of
department stores. This employment began
in 1940 and in 1941 he was promoted to an
accountancy position in the New York office.
His employer had spent thousands of dollars
installing what he believed was an unbeat
able system. It certainly was not unbeat(Continued on page 13)
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BUSINESS MANAGEMENT IN THE
ENTERTAINMENT FIELD
By ELVA G. McGUIRE, Los Angeles Chapter
Hollywood recognized the need for busi
ness managers after seeing some of its early
stars, who had earned spectacular salaries,
end their careers without money and deeply
in debt. Although business managers for
professional people had existed prior to that
time, a new plan of management then took
form and became a motivating factor in
Hollywood’s change from a colorful colony
of irresponsible people to a staid capital of
industry.
Good business management is profitable
in any field or for any individual. However,
the expense of professional business man
agement lends itself more favorably to the
higher income groups, especially to persons
who find that protecting their savings be
comes a real problem.
People in the entertainment field are
home-loving individuals for the most part.
They send their children to private schools,
not because they consider their children to
be better than other children but because
a school consisting entirely of children of
equally famous parents allows the children
a more normal childhood.
Contrary to popular opinion, people in
the entertainment field are reserved and
do not make friends easily. They are
friendly, but their loyalty usually remains
with those personal friends they have known
from childhood. One artist gives a childhood
friend $5,000 each Christmas because this
friend has been ill for years. Other artists
pay debts for personal friends, or medical
and dental expenses for needy children from
their home towns. Publicity agents and the
columnists rarely hear of these fine ges
tures.
Famous people must maintain a high
standard of living. The entertaining they
must do is costly and time consuming. Most
of them work long hours, at least eight
hours a day or longer, depending on re
hearsals or program planning. A review of
“bad debts written off” on their tax returns
reveals that they are vulnerable for loans
from associates who have not reached the
top of the ladder. Salesmen beat a path to
their doors; charitable organizations flood
their home with mail and telephone calls,
All of these demands provide celebrities
with good reason for wanting a business
manager to help carry the load. It is easier
for the business manager to say “No.”

Upon acquiring a new client, the business
manager attends a meeting held in the
artist’s home where he has an opportunity
to meet the family and witness its pattern
of living. He then takes all valuable papers
to his office for a thorough study. Books are
opened correlating personal and business
transactions into one ledger. Cash values
of life insurance are determined and in
cluded in assets. Investments—securities,
real estate, both residential and business,
and professional properties such as music
and story rights—must be valued and listed
for ready reference. The client’s insurance
program, both general and life, must be
reviewed and revised if necessary. A tickler
system is employed for policing due dates
on premiums.
All income is mailed directly to the busi
ness manager’s office to be deposited in a
master checking account. A tax reserve
savings account is opened for deposit of
systematic transfers of sums to conform to
tax estimates, thereby providing a cash
fund as well as a bookkeeping reserve. A
percentage of income is also transferred to
a regular savings account from which in
vestments are made of all money in excess
of a predetermined savings balance. The
balance in the checking account after pay
ing agent’s commissions, dues, and other
business expense is what the client has to
live on.
All checks are issued and signed under
a power of attorney in the business man
ager’s office. Husband and wife, as well as
Junior, receive allowance checks which are
mailed to the residence on the same day
each week. Amounts vary with income and
habits of living.
Quadruplicate checks in four different
colors are typed and assigned account num
bers on a check voucher attached to the
check. One copy of the check is sent with
a cash statement each week to the client;
one copy is kept in numerical sequence for
audit purposes; and one copy is separated
by account numbers as supporting data for
tax returns. A monthly recapitulation of
account numbers furnishes the basis for
posting disbursements.
Clients are encouraged to use charge ac
counts to supply records for tax and budget
information. If quarterly statements reveal
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that too much is being spent for wardrobe,
children’s expense, or maybe yachts, the
business manager comes to the fore with all
his reputed conservatism and states em
phatically, “No more yachts, no more vaca
tions, no more Cadillacs, until . . ” This
type of management tends to cause clients
to rely on the business manager’s judgment.
Assuming these responsibilities and doing
a competent job requires good judgment,
sufficient formal education, and years of
experience on the part of the business man
ager. He does not practice law, but he must
know law to the degree that an attorney
will not have to spend months and the
client’s money ascertaining the facts before
he can proceed with the case. Likewise, the
business manager does not function as a
certified public accountant, but he must
know basic accounting procedure and tax
law to enable him to present a correct in
come and expense statement, and prepare
tax estimates and returns.
Clients call on him when they wish to
purchase real estate. Hence, he must under
stand appraisal values, know types of neigh
borhoods, and be conversant with loan prac
tice and interest rates. Always he must visit
the property to see if the realtor has selected
the right land and/or building for his client.
Beautiful rose gardens may attract his
client but he must look for termites and see
if the plumbing is efficient.
Furthermore, the business manager is
often expected to know where uranium can
be found, which well in Texas will produce
the most oil, which stock is going to double
in value, and where one can view the most
scenery, or catch the largest trout on a
vacation.
Business management in the entertain
ment field is exciting and interesting. As
a sculptor molds a piece of clay into an
object of beauty, the business manager tries
to mold the assets of an individual or a
family into a structure which gives security
and peace of mind to its owner, promotes
good citizenship, and forms a firm founda
tion upon which to build the family’s future.
*
*
*
(Continued from page 11)
able to Wilby, alias Hume.
Hume created several fictitious compa
nies, all located in New Jersey. Each had
an office and a bank account. His system
simply called for drawing checks payable
to the fictitious concerns for non-existent
merchandise. These checks were mailed to
locations in New Jersey. Each Saturday he
went to his offices there, cashed the checks
and returned home, ready to go to work

on Monday. This continued through 1942
and 1943.
During this period the F.B.I. was inves
tigating firms with foreign names. They
called to see Hume to find out what he knew
about a New Jersey concern with a German
name which had a large checking account in
a New Jersey bank but which apparently
had no physical plant. Hume handled them
as best he could but became worried. He
was granted a vacation and left for Canada.
Some weeks later his employers received a
wire stating that Hume had met with an
accident. When they tried to contact him
he could not be located. His employer’s
suspicions were aroused and a long expen
sive audit ensued. The loss? $386,921.
The bond amount? $300,000. Hume’s pen
alty? Five to seven years.
Catastrophic losses, such as these, are an
ever present possibility but “mine run”
losses are also an ever present reality. Be
cause these result from many causes, their
extent can never be measured. The strictly
honest employee today may be the dishonest
employee tomorrow because of circum
stances. Generally, the defaulter is not a
thief at heart nor a criminal by nature. He
is an average individual. He or she looks
just about like anyone who reads this.
What can business do about it? Certainly,
the minimum safeguards should include:
1. Purchase of blanket fidelity bond cov
ering all employees
2. At least annually, a C.P.A. audit which
is more than just a balance sheet audit
3.
Internal safeguards such as these:
a. A single employee should not be
assigned to handle all phases of any
financial transaction.
b. Countersignature on all checks
should be required.
c. The person in charge of the stockroom should not take inventories.
d. Rigid pre-employment character
investigation should be made.
e. Outgoing packages should be in
spected periodically to verify con
tents and see that they are properly
recorded and charged.
f. Control of scrap and damaged ma
terials should be exercised. The
possibility of usable goods being
taken out as waste material should
be guarded against.
g. The bookkeeper should not be per
mitted to process invoices and state
ments for payment until they are
approved by the proper authority.
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IDEA EXCHANGE
By THEIA CASCIO, Beverly Hills, California

Flow Charts Cut Office Costs

—Florene Cochran, Los Angeles
Chapter, ASWA
Time and motion studies are considered
essential to efficient factory operation. Like
wise, a competent analysis of time sched
ules and routines reduces the cost of clerical
and accounting procedures and makes them
more efficient.
Accounting department costs naturally
rise with expansion in volume of business,
revisions in tax laws, and changes in re
quirements for internal reports and analy
ses. Subsequently, it becomes necessary to
spread accounting work among more em
ployees. Due to the need of immediately
producing reports, the method followed is
often a stopgap procedure whereas an analy
sis of the routine and forms used would
show many possibilities for reducing costs
and obtaining effective use of personnel,
materials, space and time.
In surveying present procedures, the first
step is to list the work division and to re
cord the approximate time spent by each
accounting clerk. To consolidate this analy
sis, flow charting is perhaps the best way of
obtaining a complete picture of the pro
cedure, showing the series of related job
steps in sequence of handling. Symbols—
such as squares, rectangles, ovals, diamonds
—are used to depict each type of operation;
clerical, typing, machine type, and report
form. Starting at the top of the sheet with
the source document, each operation is
listed, with a brief description placed inside
the symbol. Subsidiary or parallel jobs are
drawn to the side. The hours or portions
of hours spent and number of clerks is
posted to the side of the symbol.
Separate charts should be made for daily,
weekly and monthly operations. This is
the point at which the analysis shows
whether the operations move logically from
one step to another—a straight line pro
cedure—or whether there are trouble spots.
It may be that the source document has not
been completely filled in originally, neces
sitating phone calls or trips between ac
counting personnel for additional informa
tion. Or, information readily accessible at
one point in the procedure must now be
re-established.

Operation numbers may be assigned to
each step and a detailed description of the
procedures used can be written either on
a separate sheet or the lower half of the
flow chart sheet itself.
When the flow charts have been prepared,
samples of source documents, internal memo
and accounting forms, reports, and a record
of who receives and uses each report, should
be analyzed in relation to the procedure.
Often a revision of the form will decrease
handling and processing time. Changed
requirements of management may have
eliminated the necessity for information
now being laboriously compiled.
Due-in and due-out schedules should be
established and maintained. After the av
erage processing time has been established,
an adequate allowance should be made in
these time schedules for normal interrup
tions to routine.
Reference to the flow charts will show the
logical place for any change in procedures to
meet new requirements. In conjunction
with the time schedules of work processed,
it can be determined fairly easily if the
change necessitates either hiring additional
personnel or obtaining additional equip
ment.
This blueprint of accounting department
operation may also be a useful tool for in
struction of new employees. With the high
turnover of personnel today, a great deal
of the hidden cost in every department is
in the training of new people. A chart
listing the operations expected and the time
allowed consolidates verbal instructions and
enables the new employee to have an oper
ating check list.
Periodic reviews of the procedure should
be made by the accounting department man
ager to determine not only that the best
method has been established but that em
ployees are following the established rou
tines.
The initial work of setting up flow charts,
written procedures and firm time schedules
is more than offset by the savings effected
by establishing straight line procedures.
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